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For IMMEDIATE Release Friday, June 27, 1947
SECURITIES AND EXCHANGE COMMISSION
Philadelphia
SECURITIES ACT OF 1933
Release No. 3234
ACCOUNTING SERIES
Release No. 62
The Securities and Exchange Commission today announced the issuance of an
opinion in its Accounting Series indicating the circumstances under which independent public accountants may properly express an opinion, and the form of such
opinion, with respect to summary earnings tables to be included in registration
statements filed under the Securities Act of 1933. The opinion, prepared by Earle
C. King, Chief Accountant, follows?
"Inquiry has been made from time to time as to the circumstances under which
independent accountants may properly express an opinion with respect to a summary
earnings table to be included in a registration statement filed under the Securities
Act of 1933.
"As its name implies, the summary earnings table is a highly condensed form of
profit and loss statement designed to apprise the investor, in a convenient fashion,
of the financial results of the operation of the business for a reasonable period.1/
Such tables hare been of particular importance in recent years as a means of comparing the operation of the business in the pre-war, war, and post-war periods.2/ To
accomplish this purpose the tables usually embrace a suitable span of years and set
forth in comparative form for each year appropriate information with respect to the
major income and expense categories applicable to the business.3/ Since such summaries are presented in the light of the circumstances existing at the date of
registration it is often necessary and appropriate to recast the figures originally
reported for earlier years to give effect to transactions or adjustments which were
recorded in the more recent years but which are clearly applicable to the operations
of the earlier years included in the summary.

1/

Ordinarily, the summary earnings table will reflect the operations of the registrant, or of the registrant and its subsidiaries, during the period covered.
However, under special circumstances, as where the registrant has succeeded to
the business of one or more predecessors, it may be necessary for the summary to
be specially constructed so as to reflect as far as possible for the period covered the earnings applicable to the enterprise now represented by the registrant.
Where, for example, a predecessor operated as a partnership it is ordinarily
necessary to indicate in an appropriate manner the adjustments required to place
the partnership income on a corporate basis. In other unusual cases there may
have been such violent and radical changes in the business of the registrant
that a long summary of past earnings might be of very little or no value and
might well be misleading. In several such cases, the registrant has b e e n requested either to delete the summary entirely or to furnish only a brief statement of the overall, aggregate results, without a breakdown as between the several years. In any case, where special and unusual circumstances exist, a
decision as to the content of the summary and as to whether or not a summary
should be furnished at all can only be reached after careful appraisal of the
particular facts of each case.
2/
For a discussion by the Commission on the use of earnings statements in
evaluating the future prospects of a company, see Part VI of Accounting Series
Release No. 53, November 16, 1945.
3/ In the case of public utility companies, most of the summaries have been given
in detail comparable to the formal income statements.
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"In order that investors may make proper use of the summary earnings table and
to prevent the possibility of misleading inferences, certain explanatory data are
usually necessary. If, for example, the reported earnings reflect the results of
unusual conditions, or in certain years include significant non-recurring items of
income or expenses, an appropriate disclosure of such conditions or items is made
either in the summary or in footnotes thereto. Where applicable, there are also
shorn in an appropriate manner the anticipated annual fixed interest charges and
preferred dividend requirements at the date of registration, after giving effect to
any proposed changes in the nature and amount of outstanding indebtedness or securities. It is not, however, necessary to include footnotes covering all of the information required by Regulation S-X with respect to the more detailed financial
statements unless, in a particular case, certain information is of such special significance in appraising the summary that its omission would be likely to give rise
to misleading inferences.
"Summary earnings tables included in registration statements are not required
by the Commission's rules to be certified by independent public or independent certified public accountants. It is, nevertheless, common practice to introduce the
summary with language indicating that it has been 'reviewed' by independent
accountants.
"This use of an accountant's name in connection with a summary earnings table
is designed and tends to give added authority to the material presented. It is important, therefore, to consider the extent of the examination to be made by the accountant in such cases and the extent of the responsibility which he as an expert
accountant can properly assume.
"Financial statements filed for the registrant and its subsidiaries have been
recognized by this Commission and by public accountants generally as representations
of management upon whom rests the primary responsibility for their propriety and
accuracy. Thus, In the Matter of Interstate Hosiery Mills, Inc., the Commission
stated:
"'The fundamental and primary responsibility for the accuracy of information filed with the Commission and disseminated among the investors rests upon
management. Management does not discharge its obligations in this respect by
the employment of independent public accountants, however reputable.'4/
"Along the same lines, the Committee on Auditing Procedure of the American
Institute of Accountants has said:
"'Management itself has the direct responsibility for the maintenance of
an adequate and effective system of accounts, for the proper recording of transactions in the books of account, and for the safeguarding of the assets of a
concern. It is also charged with the primary responsibility to stockholders and
to creditors for the substantial accuracy and adequacy of statements of position
and operations. . . . .
"'It should be borne in mind that the financial statements, with all supplemental descriptive and explanatory data, including footnotes, are regarded
as representations of the client. It is upon all these representations that the
independent certified public accountant renders his opinion. If he considers

4/ 4 S.E.C. 706, 721.
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explanations essential or desirable, and they have not been made in the financial statements, it will be necessary for him to make such explanations in a
separate paragraph of his report.'5/
"It is an obvious corollary of this principle that, as was also said in the
Interstate Hosiery opinions
"'Accountants' certificates are required not as a substitute for managem e n t s accounting of its stewardship, but as a check upon that accounting'.6/
This same principle has been stated in more detail by the Institute's Committee on
Auditing Procedure as follows:
"'The function of the independent certified public accountant is to examine
a concern's accounting records and supporting data, in certain matters to obtain
outside confirmations, and to require and consider supplementary explanations
and information from the management and employees, to the extent necessary to
enable him to form an opinion as to whether or not the financial statements as
submitted present fairly the position and the results of periodic operations.
Generally speaking, his function is limited to reporting upon situations arising
out of business transactions that have taken place in the past. In no sense is
he an insurer or guarantor. In offering his opinion, the independent certified
public accountant assumes heavy responsibilities. He must be skilled in his
professional work and must have made a reasonable examination of the accounts in
order to warrant his expression of an opinion. He must state his opinion clearly and unequivocally.'7/
"In my opinion, it follows from these statements of principle that summary earnings tables, as a species of financial statements, are primarily representations of
management and that the proper function of the independent accountant with respect to
them is necessarily limited to an. expression of his expert and professional opinion.
"It has long been recognized, however, that an independent accountant in his
capacity as such cannot properly undertake to express an opinion as to representations in financial statements except on the basis of an adequate examination conducted with professional skill and acumen.8/ Indeed, the Rules of Professional Conduct
of the American Institute of Accountants make it an 'act discreditable to the profession1 if the auditor in expressing his opinion 'fails to acquire sufficient
information to warrant expression of an opinion, or his exceptions are sufficiently
material to negative the expression of an opinion'; or if he 'fails to direct attention to any material departure from generally accepted accounting principles or to
disclose any material omission of generally accepted auditing procedure applicable
in the circumstances.'9/ This general obligation may be summarized in this way —
5/

6/

7/
8/
9/

Statement No. 1, pp. 4, 10, October, 1939; see also Statements Nos. 4 (March,
1941) and 22 (May, 1945). To the same effect, Bulletin No. 1 issued by the Committee on Accounting Procedure of the Institute in September, 1939 states: "At
the base of all committee pronouncements is the further understanding that the
accounts of a company are primarily the responsibility of its officers."
The value of this check is obviously lost if the accountant is not fully independent. See Accounting Series Releases Nos. 2, 22, 28, 37, 44, and 47 and cases
therein,
Statement No. 1, p. 3. See also editorial "Whose balance sheet is it?" 69
Journal of Accountancy 338 (1940).
Cf. In the Matter of Red Bank Oil Company (Securities Act Release No. 3110,
January 4, 1946).
Rule 5 par. (d) and (e). Similar rules have been adopted by many state societies
of certified public accountants,

-4 -

33 - 3234

that an independent accountant is not in a position to express an opinion except on
the basis of an examination made in accordance with generally accepted auditing
standards applicable in the circumstances and including all procedures which he
deemed necessary in view of the circumstances of the particular case. 10/ Clearly,
the mere summarization of detailed financial data prepared or presented by others
does not involve most of the fundamental accounting and auditing skills customarily
and properly relied upon as giving additional weight to financial statements certified by independent public accountants and adds nothing to the reliability of the
underlying information.
"In view of the foregoing it is my opinion that it is generally improper and
misleading for an accountant to permit his name to be used in connection with any
period covered by a summary earnings table or to undertake to express his professional opinion as to the fairness of the representations made for such period in a
summary earnings table unless he has made an examination for such period in accordance with generally accepted auditing standards applicable in the circumstances.
When the independent accountant has been the auditor for the company throughout the
entire period covered by the summary, and his several examinations conformed to generally accepted auditing standards, he would ordinarily need to make only such additional review as would be necessary to satisfy himself as to whether any recasting
of the statements originally prepared would be necessary to reflect transactions and
adjustments recorded in later years but clearly applicable to prior operations. If
the instant work represents the first engagement of the accountant by the registrant
and he is to express his expert opinion with respect to the earlier periods contained
in the summary, it would, in my opinion, be necessary for him to apply to the operations and transactions of each of the earlier periods with respect to which he is
to express an opinion substantially the same auditing procedures as those employed
with respect to the first two years of the three-year certified profit and loss or
income statement included in the registration statement.11/
"In cases where the accountant has performed sufficient work to make it appropriate for him to permit the use of his name in connection with a summary earnings
table there remains to be considered the form in which he should indicate his opinion,,
Under the rules promulgated by this Commission, the customary method used by accountants in expressing their expert opinion takes the form of a certificate conforming to
the requirements of Rule 2-02 of Regulation S-X. Such certificates make appropriate
representations as to the work done, state the opinion of the accountants as to the
fairness of the statements presented, and describe clearly any exceptions which the
accountants may wish to take. Since, as pointed out earlier, summary earnings tables
are a species of income statement it would appear that the accountant's certificate
thereon should assume a comparable form, and should be included with the summary or
made a part of his report as to the three-year certified statement. 12/ If exceptions have been taken by the accountant with respect to any of the information contained in the summary earnings table, special care should be exercised in selecting
the language used to introduce the summary to indicate clearly that such exception
exist and to direct attention to the opinion of the accountant."

10/ Cf. Regulation S-X, Rule 2-02 (b).
11/ It is recognized that some auditing procedures commonly applicable in the examination of financial statements for the latest year for which a certified profit
and loss statement is filed, such as the independent confirmation of accounts receivable or the observation of inventory-taking, are either impracticable or impossible to perform with respect to the financial statements of the earlier years
and, hence, would not be considered applicable in the circumstances.
12/ Where the accounts for all the periods covered by a summary earnings table have
not been examined by the same accountant, the certificate of each accountant
whose name is used in connection with the table should be included in the registration statement for such part of the table as he has examined.

